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Summary

A centrd dement of many USAID effortsto stimulate outward-oriented growth ispolicy didogue
to address the anti-export bias of developing countries policies. USAID aso supports programs that
provide export services and firm-specific assstance to incipient exporters. Assessment of the Agency’s
experience has revealed that time-limited subsidized services to exporters can have high payoffs, but that
sound macroeconomic policies and at least partia trade reform are preconditions for export success and
effective use of subsdized services. The mogt effective export promotion programs actively involved the
private sector and had a strong results orientation. Support services most valued by incipient exporters
were those that led to enduring relationships with their future business partners, particularly buyers,
investors, and suppliers. Least valued were services provided by government export and investment
promotion ingtitutions.

Background

For severd decades, USAID has worked on severa fronts to stimulate economic growth in
developing countries. Rapid growth in exports has come to be seen as a promising means for promoting
faster growth and poverty reduction, and tradeliberdizing policy reformsare considered to be fundamental
in gimulating export growth. Less consensus exists on the value of direct assstance to exporting firmsin
developing countries, athough “export promotion” services—including buyer contracts, information on
overseas markets, and technical assstance—have become a standard government service in many
developing countries. Some developing countries have sought to attract foreign investors into export
sectors, usng “invesment promotion” services—such as information on the investment climate, Ste vigt
support, and locd partner identification.

From 1990 to 1993, USAID spent about $250 million per year financing such assistance to
governments and private ingitutions. To determine whether the Agency’ s support for export services has
been hdpful in stimulating outward oriented growth, CDIE undertook an assessment of promotion
inditutions in 10 countries, selected to reflect adiversty of service gpproaches and ingtitutional structures.
The study surveyed nearly 300 exportersin devel oping countries and over 90 service providersto establish
what services exporters actualy used, which were most important to their export success, and which



service providers were most effective. Fidld studies were carried out in Latin America and the Caribbean
(Costa Rica, the Dominican Republic, Guatemaa, and Chile) and in Asia (India, Indonesia, Korea, and
Thailand); and adesk review was made of Egypt and Morocco programs. The resulting CDIE assessment
report, Export and Investment Services: Do They Work? (March 1994, PN-AAX-279) isthe basisfor
this summary.

Findings

Sound macr oeconomic policies and partial trade reform are preconditions for export
success and effective use of subsidized promotion services. Support serviceshavenegligible
impact in hodtile policy environments where firms have little incentive to export. However, such
services can contribute to export success when redlistic exchange rates, macroeconomic stability,
and partial trade reform devices (such as duty drawback and export processing zones) shield
exporters from the effects of anti-export policies. Support services can be particularly effective
during the early stages of an export drive.

Time-limited subsidized services to exporters can have a high payoff. Donor-supported
interventions that expand exporters access to services can aso speed export growth. A few
successful USAID-financed programs had economic rates of return ranging from 12 to 26 percent.

Private sector commitment and astrong resultsorientation arecritical to effective support
services programs. The more effective export promotion programs encouraged the active
involvement and financid commitment of private exporters. They focused on results; they filtered
out firms not yet ready to export; they were structured to ddliver services effectively; their saff
were technicdly qudified; and they emphasized support services most highly vaued by firms new
to exporting.

Support services are most valued by incipient exporters when they lead to enduring
relationships with their futurebusinesspartners, particularly buyers, investors, and suppliers.
At the early stages of an outward-oriented strategy, support services can forge links between new
exportersand their business partners, who can best help exporters meet internationd standardsfor
price, product, and quality. But where a dynamic, competitive service provider market areedy
exists, assstance to export support services has added little to export growth.

M ost gover nment export service provider sar eineffective. They typicdly focus on thewrong
sarvices, lack thetrained staff to provide aquaity product, and become hamstrung by bureaucratic
inflexibility and procedures. Government investment promotion ingtitutions tend to emphasize
regulatory over promationa functions.



Recommendations

Focusfirst on the policy and regulatory environment for increasing exports. In developing
arationdefor donor intervention, determineif the bas cs—macroeconomic stability and aredistic
exchange rate—are in place. Consder whether the export sector is sufficiently insulated from
redrictions in the import regime to support export growth. If these policy preconditions for a
successful export strategy do not exist, focus on specific policies and regulaory reformsthat would
permit significant export growth rather than on the provision of firm-level services.

Analyze theexport support servicesmarket. If partia trade reforms have created areasonably
favorable policy regime for some exporters, then anayze the export support services market.
Determineif buyers, foreign partners, domestic private associations, and/or firms are willing and
able to respond to the demand for export support services. If the market is too underdeveloped
to respond, identify the“gap” and develop the justification for asubsidized program tofill that gap
temporarily. Support should stimulate, not undermine the development of competing service
providers. Once awdll-functioning market for export support services exigts, thereisno longer a
rationde for intervention.

Fill specific gaps in service needs. Deveop service drategies that are designed to fill specific
gapsfacing particular typesof firms. For domestic manufacturing firms, consder servicesthat leed
to long-term linkages with potential business partners, such as buyers. For foreign manufacturing
firms, consder services that respond to specific decison-making needs. For exporters of
nontraditiona crops, consder services that enhance their access to technology-intensive and
crop-specific assistance.

Avoid gover nment serviceprovider s for either export or investment promation, particularly for
firm-levd technicd assstance. Ensure that the indtitutiona structure of apromationd organization
fitsthe type of serviceto be provided. Although government and membership organizations can be
effective in providing standardized sarvices, private organizations are more effective in providing
firm-specific, customized services. Allow private service providers the flexibility and resourcesto
respond to service needs.

Encour age cost-sharing and other mechanisms to increase the commitment of the private
sector and sustainability of export promotion programs. Consider assisting more than one private
for-profit or not-for-profit service provider or supporting cost-sharing mechanismsthat dlow firms
to select their own service providers. Do not make complete financia self-sufficiency a god for
export promotion programs, instead, create results-focused projects based on a defensible
economic rationae.

Focus on the bottom line: achievement of nontraditiona export growth and improvementsinthe
support services market. Support performance tracking systems that are integra to the operation
of the service provider. Use smplified approaches to assess the costs and benefits for most



promotion projects and undertake detailed ex post cost-benefit anayses sdlectively, thet is, only
on mgor investments of USAID resources.



